State of North Carolina June 30, 2020
NOTES TO THE FINANCIAL STATEMENTS

NOTE 3: DEPOSITS AND INVESTMENTS

A. Deposits and Investments with State Treasurer

Unless specifically exempt, every agency of the State and certain component units are required by General Statute 147-77 to deposit
moneys received with the State Treasurer or with a depository institution in the name of the State Treasurer. Certain local governmental
units that are not part of the reporting entity are also allowed to invest money with the State Treasurer. Expenditures for the primary
government and certain component units are made by wire transfers, ACH transactions, and warrants issued by the agencies and drawn on
the State Treasurer. The State Treasurer processes these transactions each day. General Statute 147-69.1 authorizes the State Treasurer to
invest all deposits in obligations of or fully guaranteed by the United States; obligations of certain federal agencies; specified repurchase
agreements; obligations of the State of North Carolina; time deposits with specified financial institutions; prime quality commercial paper
with specified ratings; specified bills of exchange or time drafts; asset-backed securities with specified ratings; and corporate bonds and
notes with specified ratings.

General Statute 147-69.2 authorizes the State Treasurer to invest the deposits of certain special funds, including the Teachers’ and State
Employees’ Retirement System, the Consolidated Judicial Retirement System, the Firefighters’ and Rescue Squad Workers’ Pension
Fund, the Local Governmental Employees’ Retirement System, the Legislative Retirement System, the North Carolina National Guard
Pension Fund, and the Retiree Health Benefit Fund (collectively referred to as the pension and OPEB trust funds in this note), the
Register of Deeds’ Supplemental Pension Fund, the Disability Income Plan of N.C., the Escheat Fund, the Public School Insurance Fund,
the Local Government Other Post-Employment Benefits (OPEB) Trust, public hospitals, local government Law Enforcement Officer
Special Separation Allowance (LEOSSA) trusts, and deposits of certain component units including trust funds of the University of North
Carolina System, and funds of the State Health Plan and State Education Assistance Authority in the investments authorized in General
Statute 147-69.1; general obligations of other states; general obligations of North Carolina local governments; asset-backed securities
bearing specific ratings; and obligations of any company incorporated within or outside the United States bearing specific ratings. The
deposits of the pension and OPEB trust funds may be invested in all of the above plus certain insurance contracts; group trusts;
individual, common or collective trusts of banks and trust companies; real estate investment trusts; limited partnership interest in limited
liability partnerships or limited liability companies; and certain stocks and mutual funds.

North Carolina Department of State Treasurer External Investment Pool (External Investment Pool)

To ensure that these and other legal and regulatory limitations are met, all cash deposited with the State Treasurer, except for other
investment programs, is maintained in the External Investment Pool. Other investment programs may include the public hospitals, certain
investments of the Escheat Fund, certain investments of other funds and component units of the reporting entity, the Local Government
OPEB Trust, local government LEOSSA trusts, and bond proceeds investment accounts. This pool, a government sponsored external
investment pool, consists of the following individual investment portfolios:

Short-term Investment — This portfolio may hold any of the investments authorized by General Statute 147-69.1. The Short-term
Investment portfolio is the primary cash management account for the State and is managed in such a manner as to be readily
convertible into cash. The primary participants of this portfolio are the General Fund, Highway Fund, Highway Trust Fund, and the
remaining portfolios listed below. Other participants include universities and various boards, commissions, community colleges, the
Local Government OPEB Trust, and school administrative units that make voluntary deposits with the State Treasurer.

Long-term Investment — This portfolio may hold the fixed-income investments authorized by General Statutes 147-69.1 and 147-69.2.
Since the deposits in this fund are typically not needed for day-to-day operations, the investment vehicles used generally have a longer
term and higher yield than those held in the Short-term Investment portfolio. The State’s pension and OPEB trust funds are the sole
participants in this portfolio.

Fixed Income Investment — This portfolio holds a portion of the Short-term Investment portfolio pursuant to General Statute 147-69.2.
The State’s pension and OPEB trust funds are the sole participants in this portfolio.

Equity Investment — This portfolio is managed pursuant to General Statute 147-69.2(b)(8) and primarily holds an equity-based trust.
The State’s pension and OPEB trust funds are the sole participants in this portfolio.

Real Estate Investment — This portfolio holds investments in real estate-based trust funds, limited partnerships and other limited
liability investment vehicles, and group annuity contracts, which is managed pursuant to General Statute 147-69.2(b)(7). The State's
pension and OPEB trust funds are the sole participants in this portfolio.

Alternative Investment — This portfolio holds investments in various limited partnerships and limited liability companies, hedge funds,
U.S. Treasuries, and equities, which is managed pursuant to General Statute 147-69.2(b)(9). The State’s pension and OPEB trust
funds are the sole participants in this portfolio.
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Opportunistic Fixed Income Investment — This portfolio may hold investments in debt-related strategies made primarily through
limited partnerships or other limited liability vehicles as defined by General Statute 147-69.2(b)(6¢). The State’s pension and OPEB
trust funds are the sole participants in this portfolio.

Inflation Sensitive Investment — This portfolio may hold investments in assets that are acquired for the primary purpose of providing
protection against risks associated with inflation made primarily through limited partnerships, other limited liability vehicles, or fixed
income securities managed pursuant to General Statute 147-69.2(b)(9a). The State’s pension and OPEB trust funds are the sole
participants in this portfolio.

All of the preceding investment portfolios operate like individual investment pools, except that an investment portfolio may hold shares in
other investment portfolios at the discretion of the State Treasurer and subject to the legal limitations discussed previously. To this extent,
the deposits are commingled; and therefore, the State Treasurer considers all investment portfolios to be part of a single pool, the External
Investment Pool. The External Investment Pool contains deposits from funds and component units of the reporting entity (internal
portion) as well as deposits from certain legally separate organizations outside the reporting entity (external portion). This pool is not
registered with the Securities and Exchange Commission and is not subject to any formal oversight other than that of the legislative body.

The external portion of the External Investment Pool is presented in the State’s financial statements as an investment trust fund. Each
fund and component unit’s share of the internal equity in the External Investment Pool is reported in the State’s financial statements as an
asset of those funds or component units. Equity in the Short-term Investment portfolio is reported as cash and cash equivalents while
equity in the Long-term Investment, Equity Investment, Real Estate Investment, Fixed Income Investment, Opportunistic Fixed Income
Investment, Inflation Sensitive Investment, and Alternative Investment portfolios is reported as investments. The internal equity of the
pool differs from the amount of assets reported by the funds and component units due to the typical banker/customer outstanding and in-
transit items. Additionally, each fund reports its share of the assets and liabilities arising from securities lending transactions.

Net investment income earned by the External Investment Pool is generally distributed on a pro rata basis. However, in accordance with
legal requirements, the General Fund receives all investment income earned by funds created for purposes of meeting appropriations. For
the fiscal year ended June 30, 2020, the economic impact on interest rates resulted in a usage of funds from the General Fund to meet
program obligations of $6.54 million.

The External Investment Pool is included in the North Carolina Department of State Treasurer Investment Programs (State Treasurer
Investments) separate report. This separately issued report can be obtained from the Department of State Treasurer, 3200 Atlantic
Avenue, Raleigh, NC 27604 or can be accessed from the Department of State Treasurer — Investment Management Division internet page
at https://www.nctreasurer.com/investment-management-division/imd-reports in the Audited Financial Statements section.

Bond Index External Investment Pool (BIF)

The North Carolina Department of State Treasurer operates a government sponsored bond index external investment pool (BIF) in which
the State Treasurer is authorized to invest funds for governmental entities that are outside the State’s pension and OPEB trust funds as
defined in this note. The BIF invests in high quality debt securities eligible under General Statute 147-69.2(b) (1 through 6).

Participants in the BIF may include public hospitals, the Local Government OPEB Trust, local government LEOSSA trusts, the Death
Benefit Plan of N.C., the Disability Income Plan of N.C., the Register of Deeds’ Supplemental Pension Fund, and other funds and
component units of the reporting entity with investment authority under General Statute 147-69.2. Participation in the BIF is voluntary.

The deposits are commingled; and therefore, the State Treasurer considers all funds to be part of a single pool. The BIF contains deposits
from funds and component units of the reporting entity (internal portion) as well as deposits from certain legally separate organizations
outside the reporting entity (external portion). The BIF is not registered with the Securities and Exchange Commission and is not subject
to any formal oversight other than that of the legislative body.

The external portion of the BIF is presented in the State’s financial statements as an investment trust fund. Each fund and component
unit’s share of the internal equity in the BIF is reported in the State’s financial statements as an investment asset of those funds or
component units. Net investment income earned by the BIF is distributed on a pro rata basis.

The BIF is included in the State Treasurer Investments separate report. This separately issued report can be obtained from the Department
of State Treasurer, 3200 Atlantic Avenue, Raleigh, NC 27604 or can be accessed from the Department of State Treasurer — Investment
Management Division internet page at https://www.nctreasurer.com/investment-management-division/imd-reports in the Audited
Financial Statements section.
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Bond Proceeds Investment Accounts

The State Treasurer has established separate investment accounts for each State bond issue to comply with Internal Revenue Service
regulations on bond arbitrage. A private investment company under contract with the State Treasurer manages these separate accounts. In
the State’s financial statements, each fund’s equity in these accounts is reported as investments.

At year-end, the bond proceeds investment accounts had the following investments and maturities (dollars in thousands):

Weighted
Carrying Average
Investment Type Amount Maturity (Days)
Debt investments:
U.S. Treasuries ......c...ccoeeveuneennnens $ 6,902 31
Repurchase agreements ................ 449,391 9

Total investments ............c.coceeivennnnns $ 456,293

Interest Rate Risk and Credit Risk. As established in the contract with the private investment company, all bond proceeds are managed in
compliance with General Statute 147-69.1 and are invested in short-term maturities and/or securities that bear the highest rating of at least
one nationally recognized rating service and do not bear a rating below the highest by any nationally recognized rating service.

Custodial Credit Risk. Investments purchased with bond proceeds were exposed to custodial credit risk since the securities were held by
the counterparty and were not registered in the name of the State Treasurer. There is no custodial credit risk policy related to these
investments.

Repurchase agreements are reported at cost. See Note 1E for additional information. U.S. Treasuries are valued at fair value at June 30,
2020 ($6.9 million) and are classified as Level 2 in the fair value hierarchy. The valuation technique for these securities is the market
approach where the pricing vendor gathers real-time market data and uses direct observations to compute an independent price.

Equity Index Investment Account (EIF)

The State Treasurer has contracted with an external party (Trustee) to create the equity index investment account (EIF). The primary
participants of this equity index investment account are public hospitals and the Local Government OPEB Trust (OPEB) funds. Other
participants include local government LEOSSA trusts and certain funds of the reporting entity. These funds are part of a commingled
equity index investment trust (Trust). The Trustee manages the assets in the Trust, primarily in equity and equity-based securities in
accordance with the General Statutes. The Trustee maintains custody of the underlying securities in the name of the Trust, services the
securities, and maintains all related accounting records.

Pursuant to General Statute 159-30.1, the State Treasurer manages the OPEB trusts’ assets. These trusts are established for local
governments, public authorities, any entity eligible to participate in the State’s Local Governmental Employees’ Retirement System, and
local school administrative units. Eligible participants make voluntary contributions to the trusts for the purpose of depositing and
investing all or part of the contribution from their other post-employment benefit plans. As of June 30, 2020, there were twenty-four
OPEB trust participants in the EIF. Each participant is responsible for making its own investment decision.

The State Treasurer also manages the public hospitals’ assets. As of June 30, 2020, there were four participants consisting of the Margaret
R. Pardee Hospital, New Hanover Regional Medical Center, Columbus Regional Healthcare, and Watauga Medical Center. Two public
hospitals also participate in the BIF.

The Equity Index Investment Account is included in the State Treasurer Investments separate report. This separately issued report can be
obtained from the Department of State Treasurer, 3200 Atlantic Avenue, Raleigh, NC 27604 or can be accessed from the Department of
State Treasurer — Investment Management Division internet page at https://www.nctreasurer.com/investment-management-division/imd-
reports in the Audited Financial Statements section.
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Escheat Investment Account

Pursuant to General Statute 147-69.2(b)(12), the State Treasurer has established a separate investment account on behalf of the Escheat
Fund. At year-end, the Escheat investment account maintained by the State Treasurer had the following investments and recurring fair
value measurements (dollars in thousands):

Fair Value Unfunded
Investments Measured at the NAV 6/30/2020 Commitments
Private credit limited partnership .............cc..cc....... $ 8,801 $ 309
Private equity investment partnerships ................... 44,363 22,154
Total investments measured at the NAV $ 53,164

Private Credit Limited Partnership. This type includes two private credit funds. These investments are valued using net assets valued as
of the previous quarter-end, plus current quarter cash flows. These investments include a mix of non-investment grade or unrated
obligations, debt securities and asset-backed securities, including but not limited to bank loans, high yield, mortgage-backed securities,
convertibles, whole loans, mezzanine debt, credit default swaps, collateralized debt obligations and sovereign debt. These funds are not
eligible for redemption. Distributions are received as underlying investments within the funds are liquidated, which on average can occur
over the span of 5-10 years.

Private Equity Investment Partnership. This type includes seven private equity funds. These investments are valued using net assets
valued as of the previous quarter-end, plus current quarter cash flows. These investments include a mix of buyout, venture capital, growth
equity, and private special situations vehicles. These funds are not eligible for redemption. Distributions are received as underlying
investments within the funds are liquidated, which on average can occur over the span of 5-10 years.

B. Deposits Outside the State Treasurer

In addition to the pooled deposits maintained by the State Treasurer, other deposits are maintained outside the State Treasurer by the
primary government and certain component units. As a general rule, these deposits are not covered by the rules in Chapter 20 NCAC 7
requiring collateralization of uninsured deposits.

Primary Government

The majority of the uninsured and uncollateralized deposits held outside the State Treasurer were maintained by the USS N.C. Battleship
Commission. The USS N.C. Battleship Commission does not have a deposit policy for custodial credit risk. At year-end, the bank
balances maintained outside the State Treasurer by the primary government were exposed to custodial credit risk as follows (dollars in
thousands):

Uninsured and uncollateralized.............cccooevvviiiiiiiiiieniiies $ 4,444

Component Units

The University of North Carolina (UNC) System does not have a deposit policy for custodial credit risk. At year-end, the bank balances
maintained outside the State Treasurer by the UNC System were exposed to custodial credit risk as follows (dollars in thousands):

Uninsured and uncollateralized...............cccoceeiiiiiiiiieenen. $ 919,631
Uninsured and collateral held by pledging bank's

trust department or agent but not in the entity's name........ 5,592
TOUAL e $ 925,223
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C. Investments Outside the State Treasurer

Primary Government

At year-end, 90% of investments held outside the State Treasurer were maintained by the Supplemental Retirement Income Plan of North
Carolina and the North Carolina Public Employee Deferred Compensation Plan.

Supplemental Retirement Income Plan of North Carolina and North Carolina Public Employee Deferred Compensation Plan

The Iran Divestment Act (North Carolina General Statutes Sections 147-86.55 through 147-86.63) places investment restrictions on the
Supplemental Retirement Income Plan of North Carolina (the 401(k) Plan) and the North Carolina Public Employee Deferred
Compensation Plan (the 457 Plan). Specifically, pursuant to the North Carolina Department of State Treasurer’s “Iran Divestment
Policy”, adopted in compliance with the statute, the Department of State Treasurer, including the Supplemental Retirement Plans, shall
refrain from making investments in companies on the State Treasurer's list of entities engaging in certain investment activities in Iran.

The Divestment from Companies Boycotting Israel Act (North Carolina General Statutes Sections 147-86.80 through 147-86.84) places
investment restrictions on the 401(k) Plan and the 457 Plan. Specifically, pursuant to the North Carolina Department of State Treasurer’s
“Boycott Israel Divestment Policy,” adopted in compliance with the statute, the Department of State Treasurer, including the
Supplemental Retirement Plans, shall refrain from making investments in companies on the State Treasurer's list of entities engaging in
certain boycotting activities against Israel.

The form of governance over the investments is the prudent-person or prudent-expert rule. These rules are broad statements of intent,
generally requiring investment selection and management to be made with prudent and intelligent judgment and care.

At December 31, 2019, the 401(k) and 457 Plans of North Carolina had the following investments and maturities that were maintained
outside the State Treasurer (dollars in thousands). Investments in the Pooled Account totaled $10.82 billion. The 401(k) and 457 Plans’
investments are held in a group trust established as of January 4, 2016. Their Board authorized the establishment of the North Carolina
Supplemental Retirement Plans Group Trust (the “Group Trust”) for the purpose of commingling the corpus of the separate trusts of the
Plans; and the Board adopted the Declaration of Trust establishing the Group Trust. The Pooled Account offers six equity funds, an
inflation responsive fund, an inflation protected securities fund and two fixed income funds. The actively managed separate account funds
have multiple investment managers, and the passively managed separate accounts each have a single investment manager. The remainder
of the investments is the Stable Value Fund, which consists of four synthetic guaranteed investment contracts, a separate account
guaranteed investment contract, and a short-term investment fund.

Investment Maturities (in Years)

Investment Type Carrying Amount  Less Than 1 1t05 6 to 10 More Than 10
Debt investments:

U.S. TrEASUNMES....eiieeiiiiiee e e eeeeeiiie e e $ 1,042,984 $ 14,347 $ 674,236 $ 288,132 $ 66,269
U.S. @QENCIES.....ciiiiiiiiiii i 41,148 6,799 5,734 2,990 25,625
Mortgage pass-throughs..............ccooviiiiiiiiiiinnennn. 680,221 25,484 25,765 55,377 573,595
Collateralized mortgage obligations.................cccceee. 82,461 25,277 — 11,270 45,914
State and local government...........c...ccovvvvviiiiieineinnns 57,851 5,273 22,920 20,198 9,460
Asset-backed SECUNtIES.........cvvviiiiiiiiiiiiieeeene, 343,498 80,625 159,986 14,611 88,276
Fixed income collective investment funds.................. 88,709 — — 88,709 —
Debt mutual funds............covvviiiiiiiiiiiec e 23,032 — 23,032 — —
Pooled debt funds..........c.oouiiiiiiiiiens 921,478 — — 921,478 —
Domestic corporate bonds.............ccooveeeiiiiiiiiinneenn. 634,750 54,143 359,456 142,482 78,669
Foreign corporate bonds..............ccoovviiiiiii, 146,864 19,513 94,715 15,468 17,168
Foreign government bonds............cooevvveiiiieiieiinnennn. 23,478 15,852 5,486 2,140 —

4,086,474 $ 247,313 $ 1,371,330 $ 1,562,855 $ 904,976

Other investments:

Equity collective investment trusts...................c..oeen 4,112,604
Unallocated insurance contractS...........cccceevevvinennenen. 225,466
DOMESTIC StOCKS. .. .uiviiieiii e 1,883,103
FOreign StOCKS.......ovvuiiiiiiic e 2,115,427
Short-term investment collective trust........................ 150,038
Hedge/commodity/debt collective investment trust..... 432,197
Total INVESTMENES. ... .on e $ 13,005,309
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In the above table, the underlying investments of fully benefit-responsive synthetic guaranteed investment contracts (SGICs) are
disclosed at fair value. On the Statement of Net Position, SGICs are reported at contract value. At year-end, the fair value of the
underlying investments of fully benefit-responsive SGICs exceeded the contract value by $37.31 million.

Interest Rate Risk. The 401(k) and 457 Plans do not have a formal investment policy that limits duration as a means of managing their
exposure to fair value losses arising from increasing interest rates. The managers within the NC Fixed Income Fund and the NC TIPS
Fund have duration targets relative to a specified benchmark. Asset-backed securities are securities that are primarily serviced by the cash
flows of a discrete pool of receivables or other financial assets, either fixed or revolving, that by their terms convert into cash within a
finite time period, plus any rights or other assets designed to assure the servicing or timely distribution of proceeds to the security holders.
Collective investment funds include units in the various funds. The interest rate risk in each of the funds is dependent upon the weighted
average maturity of each of the collective investment funds which holds securities with maturities ranging from short to intermediate in
duration. As a result, the collective investment funds are sensitive to changes in interest rates. Collateralized mortgage obligations
generate a return based upon either the payment of interest or principal on mortgages in an underlying pool. The relationship between
interest rates and prepayments make the fair value sensitive to changes in interest rates. Investments consist of units in various
commingled funds, each with an investment objective relative to maturity and liquidity with interest rate risk dependent upon the
weighted average maturity of each of the funds.

Credit Risk. The 401(k) and 457 Plans do not have a formal investment policy on credit risk. The investment guidelines applicable to the
NC Fixed Income Fund places restrictions on the total risk exposure of the fund and specifically the concentration of the debt securities in
which the fund invests. The investment guidelines for the NC TIPS Fund limit non-cash sweep investments to U.S. Treasury Inflation
Protected Securities (TIPS) and TIPS futures. At December 31, 2019, the 401(k) and 457 Plan investments maintained outside the State
Treasurer had the following credit quality distribution for securities with credit exposure (dollars in thousands):

Carrying Amount by Credit Rating - Moody's/S&P/Fitch

Less than
Investment
Investment Type Aaa/AAA Aa/AA A Baa/BBB Grade Unrated

U.S. @QENCIES....cvvvriiiiiiieeeeeeeieriiiieiiienns $ — $ 413,148 % — 8 — 8 — 3 —
Mortgage pass-throughs...............cceevevnneen. 22,727 556,951 — — — —
Collateralized mortgage obligations............. 19,532 40,708 127 558 20,656 880
State and local government......................... 12,877 40,833 4,141 — — —
Asset-backed securities............ccc.oceiieinnnns 270,403 36,661 10,192 1,619 24,623 —
Fixed income collective investment funds..... — — — — — 88,709
Debt mutual funds...........c.coooiiiiiiiii — — — — — 23,032
Pooled debt funds..........ccooceviiiiiiiiiiiniii — — — — — 921,478
Domestic corporate bonds 22,044 30,442 200,595 332,629 47,580 1,460
Foreign corporate bonds..................... 7,589 5,717 67,438 57,212 8,860 48

Foreign government bonds — 4,637 18,349 492 — —

$ 355,172 $ 757,097 $ 300,842 $ 392,510 $ 101,719 $ 1,035,607

Custodial Credit Risk. The 401(k) and 457 Plans do not have formal investment policies that address custodial credit risk.
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Foreign Currency Risk. Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an
investment. The 401(k) and 457 Plans do not have formal investment policies that address foreign currency risk. Investment manager
guidelines describe how and if foreign currency hedging can be utilized in the portfolio. At December 31, 2019, the Plans’ exposure to
foreign currency risk was as follows (dollars in thousands):

Carrying Amount

Currency Foreign stocks
BUMO...ieieeeeeeieieee $ 475,997
Pound Sterling.................. 296,507
Japanese Yen................... 284,324
Hong Kong Dollar.............. 167,160
Swiss FranC............cceuene. 94,814
New Taiwan Dollar............. 66,597
Swedish Krona................. 51,437
Singapore Dollar............... 47,954
South Korean Won............ 47,634
Indian Rupee.................... 44,627
Canadian Dollar................ 40,744
Australian Dollar............... 36,793
Danish Krone.................... 27,193
South African Rand........... 27,148
Brazilian Real................... 15,446
Mexican Peso...... 8,218
Malaysian Ringgit 6,851
Other Currencies............... 10,079

Total.....ocevviiiieiiee $ 1,749,523

Note: The totals in this table do not agree to the totals disclosed in the previous investment maturities table because the investment
maturities table includes foreign stocks that are denominated in U.S. currency.

The fair value measurements of the 401(k) and 457 Plans’ investments are categorized within the fair value hierarchy established by
generally accepted accounting principles. The hierarchy is based on the valuation inputs used to measure the fair value of the asset. Level
1 inputs are quoted prices in active markets for identical assets; Level 2 inputs are significant other observable inputs; Level 3 inputs are
significant unobservable inputs.
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At December 31, 2019, the investments of these Plans maintained outside the State Treasurer had the following recurring fair value

measurements (dollars in thousands):

Investments by fair value level
U.S. TreaSUMES......ceeuniiiiiieiiieeeie e
U.S. @0ENCIES....cevuiieiiiiiiieeeeeiiii e
Mortgage pass-throughs............ccoooveiiiviiiiinnennns
Collateralized mortgage obligations.....................
State and local government.............c.c.coeeeeeennnne
Asset-backed securities..............ccoeviiiiiiinneenn.
Domestic corporate bonds.............cccoveiiiiiiinnnn.
Foreign corporate bonds...............coceiiiiiniinnn.
Foreign government bonds............ccoovevveeiinennnns
Domestic STOCKS.....c.uuiiiiiiiiiiiiiieeei e
Foreign StOCKS.....couuiivieiiieiv e

Total investments by fair value level........................

Investments measured at the net asset value (NAV)
Short-term investment collective trust..................

Hedge/commaodity/debt collective investment trust

Fixed income collective investment funds............
Debt mutual funds...........ccooooiiiiiiii,
Pooled debt funds............cooveiiiiiiiiiee
Equity collective investment trusts......................
Total investments measured at the NAV.................
Total investments measured at fair value................

Fair Value Measurements Using

Quoted Prices
in Active Markets

Significant

Other Obsenvable

for Identical Assets Inputs
6/30/2020 (Lewel 1) (Lewel 2)
1,042,984 — $ 1,042,984
41,148 — 41,148
680,221 — 680,221
82,461 — 82,461
57,851 — 57,851
343,498 — 343,498
634,750 — 634,750
146,864 — 146,864
23,478 — 23,478
1,883,103 1,883,103 —
2,115,427 2,115,427 —
7,051,785 $ 3,998,530 $ 3,053,255
150,038
432,197
88,709
23,032
921,478
4,112,604
5,728,058
$ 12,779,843

U.S. Treasuries, U.S. agencies, mortgage pass-throughs, collateralized mortgage obligations, and state and local government securities
classified in Level 2 of the fair value hierarchy are valued using a matrix pricing technique. Matrix pricing is used to value securities
based on the securities’ relationship to benchmark quoted prices. Asset-backed securities, domestic corporate bonds, foreign corporate
bonds, and foreign government bonds classified in Level 2 of the fair value hierarchy are valued using discounted cash flow techniques.

Investments measured at the net asset value (NAV) per share are presented on the following table (dollars in thousand):

Redemption Redemption

Fair Value Frequency (if Notice

Investments Measured at the NAV 6/30/2020 Currently Eligible) Period

Short-term investment collective trust........................ 150,038 Daily 1 day

Hedge/commodity/debt collective investment trust...... 432,197 Daily 1 day

Fixed income collective investment funds.................. 88,709 Daily 1 day

Debt mutual funds.........ccooeviiiiiiiiii 23,032 Daily 1 day

Pooled debt funds............cocoiiiiiiiiii 921,478 Daily 1 day

Equity collective investment trusts..............c..ocoeeennen. 4,112,604 Daily 1 day
Total investments measured at the NAV.............cceeneeee. $ 5,728,058

Short-term Investment Collective Trust - This type includes 2 funds, the BNY Mellon EB Temporary Investment Fund and the Wells
Fargo/BlackRock Short-term Investment Fund. The BNY Mellon EB Temporary Investment Fund primarily invests in instruments issued
by the U.S. Government and federal agencies, short-term corporate obligations, commercial paper, and certificates of deposit. The Wells
Fargo/BlackRock Short-term Investment Fund is invested in a diversified portfolio of money market instruments. The average weighted
maturities of the funds do not exceed 60 days. The funds are valued with a NAV at $1/unit.
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Hedge/Commaodity/Debt Collective Investment Trust — This type includes one fund, the NC Inflation Response Fund. The Fund invests
wholly in shares of a collective investment trust, the BlackRock Strategic Completion Non-Lendable Fund, managed by BlackRock. This
Fund seeks returns that provide a hedge to inflation over the medium to long-term. The Strategic Completion Fund currently allocates to
three underlying asset classes: U.S. Treasury Inflation Protected Securities (TIPS), commodities and global real estate investment trusts
(REITS). The Fund’s net asset value is based on the fair value of the Fund’s assets on the valuation date minus the Fund’s liabilities on the
valuation date. The Fund’s unit value is calculated by dividing the Fund’s net asset value on the valuation date by the number of units of
the Fund that are outstanding on the valuation date.

Fixed Income Collective Investment Funds — This type includes one fund, the Commingled BlackRock Fixed Income Index Fund. The
Commingled BlackRock Fixed Income Index Fund seeks to replicate the composition and performance of the Bloomberg Barclays U.S.
Aggregate Index. The Commingled BlackRock Fixed Income Index Fund is valued at the net asset value of units held at the end of the
period, based upon the fair value of the underlying investments.

Debt Mutual Funds — This type includes two funds in Fixed Income. The MetWest High Yield Bond Fund invests primarily in high yield
bonds with the investment objective of maximizing long-term total return. The MetWest Floating Rate Income Fund invests primarily in
floating rate securities and seeks to maximize current income. The net asset value is determined by dividing the total value of the fund's
portfolio investments and other assets attributable to the fund, less liabilities, by the total number of shares outstanding. The value is
determined at the end of each day the New York Stock Exchange is open.

Pooled Debt Funds — This type includes one fund, the Prudential Fund in Fixed Income. The fund is an actively managed bond fund that
seeks an excess return over the Bloomberg Barclays U.S. Aggregate Bond Index. The fund invests in a diversified portfolio of fixed
income securities including corporate obligations, structured products, and U.S. Treasuries. The fund actively allocates to both
benchmark and non-benchmark sectors, with heavy emphasis on the credit-oriented sectors. The fund is valued at the net asset value of
units held at the end of the period, based upon the fair value of the underlying investments.

Equity Collective Investment Trusts — This type includes five equity index funds. The BlackRock Large Cap Index Fund seeks to
replicate the composition and performance of the S&P 500 Index. The BlackRock Small Mid Cap Index Fund seeks to replicate the
composition and performance of the Russell 2500 Index. The BlackRock International Index Fund seeks to replicate the composition and
performance of the MSCI ACWI Ex-USA Index. Included in the NC Large Cap Core Fund and the NC Small Mid Cap Fund are
investments in the Russell 1000 Index Fund and the Russell 2500 Index Fund, respectively. Each are valued at the net asset value of units
held at the end of the period, based upon the fair value of the underlying investments.

Other Primary Government Investments

The other primary government investments held outside the State Treasurer consisted almost entirely of separate investment accounts
held by trustees for special obligation and revenue debt issues to comply with IRS regulations on bond arbitrage, and escheated securities
held for owners.

At year-end, the other primary government investments maintained outside the State Treasurer had the following investments and
maturities (dollars in thousands):

Investment Maturities (in Years)

Carrying More Than
Investment Type Amount Less Than 1 1to5 6to 10 10
Debt investments:

U.S. TreasUMES. .....uvvreieiieaiaaaaieaaiiinens $ 314285 $ 309,746 $ 4539 % — 3 —
U.S. @genCi€S.....cccvvvviveiiiiiiieeieeeans 19,640 — 19,640 — —
State and local government................... 536 — 536 — —
Repurchase agreements....................... 440,156 440,156 — — —
Commercial paper.........ccovveeevineiiniineenns 11,491 11,491 — — —
ANNUIty CONractS..........ccvvvevvieiiieeinnnes 80,728 6,656 26,624 26,624 20,824
Money market mutual funds.................. 153,187 153,187 — — —
Pooled debt funds.............ccooceeviniinnnn, 263,246 — 263,246 — —

1,283,269 $ 921,236 $ 314,585 $ 26,624 $ 20,824

Other investments:
Domestic StocKS......ccovvvvviviiiiiiiin 92,786
Total investment securities....................... $ 1,376,055
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Interest Rate Risk and Credit Risk. The special obligation debt proceeds are invested in repurchase agreements and U.S. Treasuries. As
established in the debt covenants for certain issues, repurchase agreements with respect to government obligations can only be entered
into with 1) a dealer recognized as a primary dealer by a Federal Reserve Bank; or 2) any commercial bank, trust company, or national
banking association reporting to the Federal Reserve. There are no formally adopted investment policies or debt covenants that address
interest rate or credit risk.

At year-end, the other primary government investments maintained outside the State Treasurer had the following credit quality
distribution for securities with credit exposure (dollars in thousands):

Carrying Amount by Credit Rating - Moody's/S&P/Fitch

Investment Type Aaa/AAA AalAA A Unrated

U.S. @QeNCIS.....uvvveiiieeeeiiireiiiiiiiinnn, $ 19,640 $ — 8 —  $ —
State and local government................ 536 — — —
Commercial paper.........ccoeeeeveeennnnn. — — 11,491 —
Annuity contractS...........covevveiniennennns — 80,728 — —
Money market mutual funds............... 153,187 — — —
Pooled debt funds..........ccooeveveiinnnnnn. —_ — — 263,246

Total....oooeviieeei e $ 173,363 $ 80,728 $ 11,491 $ 263,246

Custodial Credit Risk. There were no formally adopted policies that address custodial credit risk of other primary government
investments outside the State Treasurer.

Foreign Currency Risk. Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an
investment. At year-end, there were no formally adopted policies that address foreign currency risk of other primary government
investments outside the State Treasurer.

The fair value measurements of the other primary government investments are categorized within the fair value hierarchy established by
generally accepted accounting principles. The hierarchy is based on the valuation inputs used to measure the fair value of the asset. Level
1 inputs are quoted prices in active markets for identical assets; Level 2 inputs are significant other observable inputs; Level 3 inputs are
significant unobservable inputs.

At year-end, the other primary government investments maintained outside the State Treasurer had the following recurring fair value
measurements (dollars in thousands):

Note: The total in this table does not agree to the total disclosed in the previous investment maturities table because this table does not
include investments reported at cost. See Note 1E for additional information.
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U.S. Treasuries classified in Level 2 of the fair value hierarchy are valued using discounted cash flow techniques. U.S. agency securities
and commercial paper classified in Level 2 of the fair value hierarchy are valued using a matrix pricing technique. Matrix pricing is used
to value securities based on the securities’ relationship to benchmark quoted prices. Pooled debt funds are valued based on the ownership
interest of the External Investment Pool Short Term Investment Fund (STIF), which is determined on a fair market valuation basis as of
fiscal year-end in accordance with the STIF operating procedures. Valuation of the underlying assets is performed by the custodian.

Component Units

University of North Carolina System

The General Statutes place no specific investment restrictions on the University of North Carolina System (the UNC System). However,
in the absence of specific legislation, the form of governance over these investments would be the prudent-person or prudent-expert rule.
These rules are broad statements of intent, generally requiring investment selection and management to be made with prudent, discreet,
and intelligent judgment and care. The University of North Carolina at Chapel Hill (the University) operates the UNC Investment Fund,
LLC (Investment Fund), which is a governmental external investment pool. The University operates the Investment Fund for charitable,
nonprofit foundations, associations, trusts, endowments and funds that are organized and operated primarily to support the University and
other institutions within the UNC System. Separate financial statements for the Investment Fund may be obtained from the UNC
Management Company, Inc., 1400 Environ Way, Chapel Hill, NC 27517.

At year-end, the UNC System had the following investments and maturities that were maintained outside the State Treasurer (dollars in
thousands):

Investment Maturities (in Years)

Carrying
Investment Type Amount Less Than 1 1to5 6to 10 More Than 10
Debt investments:

U.S. Treasuries..........uuueeveeereeiiiiiiinnaeens $ 130,865 $ 15,250 $ 90,858 $ 14,060 $ 10,697
U.S. @QENCIES....cceiviiiiiiiiiieeiiiiiiiiiaeeeeas 135,634 868 28,547 5,411 100,808
Mortgage pass-throughs....................... 2,003 — — — 2,003
Collateralized mortgage obligations........ 103,290 — 1,857 13,292 88,141
Asset-backed securities....................... 79,082 — 5,717 8,923 64,442
Collective investment funds................... 122,339 92,911 7,250 22,178 —
Annuity contractS..........cooevvvvieiiinneennnn. 44 44 — — —
Debt mutual funds............ccoovviiiinnneinns 483,689 16,135 318,512 103,917 45,125
Money market mutual funds.................. 341,084 341,084 — — —
Domestic corporate bonds.................... 10,571 1,076 919 7,688 888
Foreign corporate bonds....................... 9,580 — — 7,965 1,615
Foreign government bonds.................... 3,076 — 30 1,856 1,190
Other.....cooiie e, 440 215 1 224

1,421,697 $ 467,368 $ 453,905 $ 185,291 $ 315,133

Other investments:

Balanced mutual funds......................... 5,268
International mutual funds..................... 39,201
Equity mutual funds.............ccccevvvnnnnnnn. 125,760
Investments in real estate..................... 19,490
Real estate investment trust.................. 37,463
Hedge funds..........ccoooeeviiiiiiiiiiiieecen, 3,404,254
Private equity limited partnerships......... 2,436,231
Real assets limited partnerships..... 369,527

Other limited partnerships... 309,986
Domestic stocks............... 283,116
Foreign stocks...........ccovvveeivinnne 12,016
Other.....ccoviiiiii e, 3,341
Total investments.........ccoeeveeieeiiieeiiennnns $ 8,467,350
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Interest Rate Risk and Credit Risk. The constituent institutions of the UNC System generally do not have formal investment policies that
address interest rate risk or credit risk. At year-end, the UNC System’s investments maintained outside the State Treasurer had the
following credit quality distribution for securities with credit exposure (dollars in thousands):

Carrying Amount by Credit Rating - Moody's/S&P/Fitch

Less than
Investment Type Aaa/AAA Aa/AA A Baa/BBB Investment Grade Unrated

U.S. @QENCIES.....uiieiieiiiieeiiiaeaeias $ 10 $ 125673 $ —  $ 268 $ 1,187 8,496
Mortgage pass-throughs.................... — 418 1,575 — — 10
Collateralized mortgage obligations.... 3,682 4,159 1,114 11,976 41,665 40,694
Asset-backed securities.................... 1,901 2,646 1,342 9,309 42,161 21,723
Collective investment funds................ 7,251 21,374 — — 803 92,911
Annuity contracts...........ccoceuvneeeennnnns — — — — — 44
Debt mutual funds............ccoeveeennnn. 5,735 10,283 181,564 180,761 34,098 71,248
Money market mutual funds............... 339,914 13 — — — 1,157
Domestic corporate bonds................. 119 541 2,509 530 6,661 211
Foreign corporate bonds.................... — 412 1,034 2,272 5,860 2
Foreign government bonds................. — 648 622 1,776 30 —
Other.. ..o 440 — — — — —

Total . eeeeeeie e $ 359,052 $ 166,167 189,760 $ 206,892 $ 132,465 $ 236,496

Custodial Credit Risk. The constituent institutions of the UNC System generally do not have formal investment policies that address
custodial credit risk. At year-end, the UNC System’s investments maintained outside the State Treasurer were exposed to custodial credit

risk as follows (dollars in thousands):

Carrying Amount

Held by Counterparty's

Held by Trust Dept. or Agent but

Investment Type Counterparty not in the entity's name
Domestic stocks.........cocovevviiiiiiiininnn. $ 7,976 125
Foreign StoCKS.........ccovviiiiiiiiiiiiins 11 15
TOtAl e $ 7,987 $ 140

Foreign Currency Risk. The constituent institutions of the UNC System do not have formal investment policies that address foreign
currency risk. At year-end, the UNC System’s investments maintained outside the State Treasurer were exposed to foreign currency risk

as follows (dollars in thousands):

Carrying Amount

Hedge Private equity limited Real assets limited

Currency funds partnerships partnerships
EUrO....ccoiiiiiieeeeeeeee $ 19,631 $ 117,162 $ 2,179
British Pound Sterling..... — 50,231 399
Canadian Dollar.............. — 5,742 —
Australian Dollar............. — 9 —
Total......coeevvveieiii, $ 19631 $ 173,144 $ 2,578

The fair value measurements of the UNC System’s investments maintained outside the State Treasurer are categorized within the fair
value hierarchy established by generally accepted accounting principles. The hierarchy is based on the valuation inputs used to measure
the fair value of the asset. Level 1 inputs are quoted prices in active markets for identical assets; Level 2 inputs are significant other
observable inputs; Level 3 inputs are significant unobservable inputs.
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At year-end, the UNC System’s investments maintained outside the State Treasurer had the following recurring fair value measurements

(dollars in thousands):

Investments by fair value level
U.S. TreaSUNMES.....covvvrriiieeieeeriiiee e eeeeenniees
U.S. @0ENCIES....civeviieiiiiiieieiie e
Mortgage pass-throughs.............cccceveviiinennnnn.
Collateralized mortgage obligations....................
Asset-backed securities.............ccoeeeeeeeiiiinninnnnn.
Collective investment funds.............cccoeeeeeeennnnnn.
Annuity Contracts...
Debt mutual funds.................
Money market mutual funds...
Balanced mutual funds..........
International mutual funds...
Equity mutual funds...........ccooooeiiiiiiiiiiinieeees
Domestic corporate bonds..............coeuvvieeeeeenns
Foreign corporate bonds.............ccccevviiiiiinnnennns
Foreign government bonds................uuveieeeeeeees
Domestic StOCKS........ccvviiiiiieceiiieeece e
Foreign StOCKS.........vviiviiiiiiiiecci e
Investments in real estate.............c.cceeevieinnnnnn.

Fair Value Measurements Using

Investments measured at the net asset value (NAV)
Real estate investment trust

Total investments measured at the NAV.................
Total investments measured at fair value................

Quoted Prices Significant Significant
in Active Markets Other Observable Unobservable
for Identical Assets Inputs Inputs
6/30/2020 (Lewvel 1) (Lewel 2) (Level 3)
$ 130,865 $ 130,668 197 —
135,634 — 135,634 —
2,003 — 2,003 —
103,290 — 103,290 —
79,082 — 79,082 —
122,339 122,339 — —
44 — 44 —
483,689 483,689 — —
335,809 335,809 — —
5,268 5,268 — —
39,201 39,201 — —
125,760 125,760 — —
10,571 539 10,032 —
9,580 — 9,580 —
3,076 — 3,076 —
283,116 273,899 — 9,217
12,016 11,350 666 —
19,490 1,406 6,150 11,934
37,363 37,363 — —
2,862 440 — 2,422
1,941,058 $ 1,567,731 349,754 23,573
100
3,404,254
2,436,231
369,527
309,986
854
6,520,952
_$ 8462010

The majority of debt securities classified in Level 2 of the fair value hierarchy are valued using a matrix pricing technique. Matrix pricing
relies on the securities’ relationship to other benchmark quoted securities. In general, domestic stocks classified in Level 3 of the fair
value hierarchy are valued based on recent company stock valuations. Investments in real estate classified in Level 2 of the fair value
hierarchy are valued using a market multiples technique. The market multiples technique uses multiples or ratios derived from identical or
similar assets, liabilities, or groups of assets and liabilities to determine the fair value of an asset or liability. The majority of investments
in real estate classified in Level 3 of the fair value hierarchy are valued using a combination of recent sales or historical appraisals.
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The University of North Carolina at Chapel Hill holds the majority of the investments measured at net asset value in the previous table.
Below are additional disclosures for these investments.

Redemption Redemption
Fair Value Unfunded Frequency (if Notice
Investments Measured at the NAV 6/30/2020 Commitments Currently Eligible) Period
UNC at Chapel Hill:
Hedge funds............euevveeiiiiiiiiiiiiiiiiiieeeeeee, $ 3,398,866 $ 27,977 From weekly to 3+ years 1 to 365 days
Private equity limited partnerships............... 2,301,033 957,560 Not currently eligible 10-15 years
Real assets limited partnerships................. 369,057 367,695 Not currently eligible 10-15 years

Total investments measured at the NAV.......... $ 6,068,956

Hedge Funds. UNC at Chapel Hill reports a combination of the following asset strategies for its hedge funds: long biased equity,
long/short equity, diversifying, fixed income, and hedge funds in liquidation. The long biased equity strategy is characterized by primarily
holding long positions in publicly listed securities to gain equity market exposure globally. The long/short equity strategy is characterized
by buying and/or selling short individual securities that fund managers believe the market has mispriced. The long and short positions are
generally independent of one another and typically result in an overall net long exposure to equities. Both long biased equity and
long/short equity hedge fund managers occasionally invest in equity index futures, options on equity index futures, and specific risk
options. The diversifying strategy is characterized by its lack of correlation with major equity indices. These managers may use
derivatives such as fixed income and equity futures both as hedging tools and to gain exposure to specific markets. They may also enter
into various swap agreements to manage exposure to specific securities and markets. The fixed income strategy includes credit-based
commingled hedge funds and is characterized by a focus on income generation and portfolio diversification. These managers may use
futures and options on global fixed income and currency markets and enter into swap agreements to hedge or gain exposure to certain
markets. The hedge funds in liquidation strategy is characterized by investment in hedge funds that are either in the process of being
terminated or have received notice of termination.

Private Equity Limited Partnerships. Private equity managers typically invest in equity investments and transactions in private
companies. These investments are typically illiquid and are expected to control volatility and provide higher returns over the long term
than public equity investments. The energy subsection of the private equity strategy, including direct energy investments, energy security
investments, and limited partnerships, is primarily used to hedge against unanticipated inflation. The principal attraction of these
investments is the lack of correlation with the balance of the portfolio.

Real Assets Limited Partnerships. Real estate managers invest in private portfolio investments focusing on specific niche markets within
the real estate sector. Such sectors may include investments in public real estate investment trusts that provide a more liquid means of
gaining exposure to this asset class. These investments primarily serve as a hedge against unanticipated general price inflation but are also
a source of current income.
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